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Agenda

A U.S. economy strengthening; others weak or slowing

i U.S. labor market
i  Potential rise in U.S. interest rates

i Drop in oil prices

A Real estate markets continue to recover,; extent of
recovery varies across markets and property type

i~ Home prices and affordability

i Residential and commercial construction




Real GDP growth forecast for 2015 above 3%, driv

unemployment towards 5%
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As longterm unemployment and paftimers being
absorbed, earnings growth edging higher

Measures of labounderutilization, Employment Cost Index:
percent of labor force yearto-year change, percent
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Source: BLS (data through 4Q:2014)



U.S. growth accelerating while EU and Japan struc
and emerging markets slow
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Treasury yield curve expected to flatten through 21
iInto 2016
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Sources: FRB, Blue Chip Consensus Forecast (March 2015). Historical datadtQra0g.



Coming rate increase cycle expected to be mild frc
historical perspective

Intensity of federal funds rate increases
(basis point increase / # months from trough to peak)

mmm |f asSume a 6.5% funds rat

by Dec. 2017
m—  |f assume a 4.25% funds
J I rate by Dec. 2017
1986-1989 1994-1995 1999-2000 2004-2006 2015-2017*
5.9% t0 9.8% 3.0% to 6.0% 4.75% to 6.5% 1.0% to 5.25% 0% to 3.00%
over 30 months over 14 months over 13 months over 26 months over 30 months

(consensus forecast)

Source:FRB, OCC Econ * 201517 cycle assumes first rate increase at July 2015 FOMC meeting, rising to a peak fed funds rate target by

calculations December 2017. Assumption of a 3% fed funds rate target by Decemberafiigwith several baseline rate
forecasts as of December 2014. Assumption of a 4.25% fed funds rate target by December 2017 reflects highest
FOMC member forecast asl@écember 2014 (median forecast = 3.63%).



Sharp dropsin oil prices are not uncommon;
current cycle largely driven by supply growth

Price West Texas Intermediate Oil, $/barrel (log scale)
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Sources: EIA, W3HRaverAnalytics (data through January 2015)



Manufacturers, particularlyn Midwest and South,
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Gasolineexpenditure share of disposablecome, %, 2012
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X 0 dzii  Spsoddidg 8tates hurt by lower oil price

Mining and extraction share of real GP#2013
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